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Re: Agricultural Swtips ANPRM

Detil Ml . Stawrck:

We submit these comments on behalf of United States Commodity Funds, LLC
("USCF") in response to the Commodity Futures Trading Commission's (' the "CFTC" or the
"Commission" ) Adv;inced Notice of Proposed Rulemaking pertaining to the appropri;ite
conditions, restrictions or protections that should he afforded to .igricultural svvttps pursu;int to
Section 723(c) ol' the Dodd-Franl Wall Street Reform and Consumer Protection Act ("Dodd-
Franl" or the "Act"). USCF is a commodity pool operator registered with the CFTC that.
manages several exchange traded commodity pools, including the United St;ites Commodity
Index Funds l rust (the "Trust" ) ttnd its rel;ited funds. The Trust's current fund invests, and
cert;iin of its future lunds;ire anticipated to invest, in v;irious commodity futures contracts,
including those rel;ited to;igricultural commodities. While the current fund only invests in
futures contracts as the me, ins to meet its investment objective, in the future it may invest in
swaps to meet this objective.

We;ippreciate the opportunity to comment on the Commission's consideration ol'

appropriate regul;ition of,igricultural svv;ips. XVe believe th. it agriculturttl swtips should he
permitted subject to the s,ime regulatory regime that other types ol swaps are subject to under
Dodd-Frank. Prohibiting agricultural swaps. or regulating such swaps differentlv than other
swtips, will remove or could unreasonably restrict;1 meaningful and proven method for m;irl'et
p;irticipants to hedge or mitig;ite their exposure to;igricultur;il commodity price movements. 1o
the extent agricultur;il swaps, like other swaps, httie heen found to pose inappropriate risks to the
rntrrket and its p;irticipants. Dodd-Frank, ind the regulations to he promulgated thereunder;is to
swaps generally should be sufficient to address such risks. We therefore urge the Commission

A~ rien(rural Rivals~. 75 F'ed. Re . S'),6(i(i i.')ept. 2S, "010).
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to permit agricultur;tl swaps;tnd to refrain Itom imposing requirements on;tgricultural s«;)ps
th;tt;tre different from or in;tddition to those imposed on other types of s«;tps.

A ricultural s«;)is do not ose &~reater risk th;tn other t es ol's«;t s.

Section 723(c) of Dodd-Fr;tnl prohibits agricultural s«;)ps unless the CFTC grants;tn
exemption for such trans;tctions under Section 4(c) of the Commodity Eichttnge Act. In
distinguishing;tgriculturttl s«;tps from other types of s«'ttps Congress seems to irnplv th;tt
fttrmers and other persons tr.)ding agricultur;tl swaps require;tddition;tl, special protections
beyond those available to persons trading other types ol swaps.

'
However, no mention of these

additional risks «as included in the CFTC's request for comment;tnd a signific;tnt market has
developed th;tt;tllo«s producers;tnd purch;tsers of;tgricultur;tl commodities to mitig;tte their risk
through t,tilored, negotiated;tgricultural s«ttp contracts. XVe ttre unawttre of;tnv me, tningl'ul
evidence th;tt;tgricultural s«;)ps pose any greater risk than other types of s«;tps. Accordingly,
prohibiting such swaps or imposing distincl or addition, &1 protections on agricultural s«'aps is
unnecessary.

Dodd-Fr;tnl. 's purpose is to reduce risl;tnd increase transp;trency in the United St;ttes
fin;tncial system. The CFTC is ch;trged with;tdopting regul. ttions to thttt end. Other than «ith
respect to restrictive position limits and the potential regul. ttion of firms that manage publicly
traded, un-levered, passive commodity funds as major swap participants, we believe that Dodd-
I=r;tnk and its ne«regulatory regime will improve the integrity;tnd stability ol' the I 'nited States
fin;tncial m;trkets. Further, «'e ttre certain the CVfC will comply with Dodd-Fr;tnk's m;tnd;tte
ttnd;tdopt;tppropri;tte safe u;trds I'or the s«ttps rn;trket. I he regulations;tdopted hy the CITC
1 ot non-agricultural swaps should suffice 1or agricultur, tl s«'aps. Di sti ngui shi ng bet«een
agricultural swaps and non-agricultural swaps will result in limited vehicles to hedge and
mitig;tte agricultur;tl commodity price risk .md «ill likely incre;tse the costs lor the remaining
;)Item;Itive, ;tgricultur;tl futures contracts, v, ithout;tnv demonstr;)ted increased sa1ety or benefit.

Distinct or;tdditional re uirements for a ricultur;tl swa s «ill inhibit market ~ttrtici ants';thilit
to mitigate commercial risk and increase costs.

Assuming th;tt agricultur;tl s«;tps «ill be permitted in some form, ttdditionttl or different
regul. ttion o1 such swaps could limit;tppropri;tte hedging oppottunities, e. ;., if only standttrdized
cle;)red swaps;tre permitted;tnd non-cleared t;tilored swaps;tre prohibited. I irniting agricultur;tl
commodity producers and buyers' ability to tailor the way they hedge their price risk could lead

'
D&)n fleitm;)n, Speci;)I C'&)unsel. C'&)m)T)&)dit) Futures Tradin C'&)mmissi&)n Agricultural S«;)ps Rulemal ing Team,

Presentation tor thc C'I. I C' Agricultur)l Advisory C'&)mn)it(Le: Agriculture;)nd the D()dd-I r)nl Bill (Aug. S, 20I0).

For our thoughts on position limits and the "major svvap participant" dehnition see our pre-proposal comment
letter: I ctter I'rom John 'I. Hyland and Niche)las D. CJcrbcr to D.(vid A. Sta«icl'. Secretary, C'()mmodit& I'uturcs
Tradin (.ommiss)&)n (Oct. 2 I, 2010) (;(&;)il;(ble at
http: //«vvw. ct'tc. g&)v/ucn)/groups/public/C&& s«aps/d() .urnents/I'ile/derivative" tisub10 I IO-sutherl;). pdf ).
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to increased volatility in the prices of ayicultural commodities and the goods that are producedusing such commodities.

Different regulatory regimes will result in increased cost ol compliance and complexitv.Dealer-counterpartics engaging in agricul tural commodity-based swap transactions couldpotentially be subject to two regulatory re& uncs: one for their non-agricultural swaps and anotherfor their agricultural svvaps. Compliance with both sets of r«quirements would result inincreased costs. Dealer-counterpartics will likely pass their increased costs on to the I'armcrswho use agricultural svvaps to mitigate risk and buyers of their products.

'k'c appreciate the Commission s efforts to comply with Dodd-1 rank's inandate to ensurethat agricultural swaps are well-regulated and transparent. However, prohibiting agriculturalswaps or imposing requirements on agricultural swaps that are distinct lrom those imposed onother types ol swaps is unnecessary and will likely cause greater volatility in agriculturalcommodity prices. Adopting distinct or additional requirements for agricultural swaps will resultin in«reused costs to the tnarkct, will cause unnecessary confusion and complexity, and, as aresult, farmers and other persons engaged in agricultural swap transactions' ability to mitigaterisk v ill be inappiopriatcly inhibited. To address thc risks posed by agricultural swaps, theommission should impose its regulations for non-agricultural swaps onto agriciiltural swaps.

Respcctf u I ly,

n 'I'. I lvland
hief Investmcnt Olticer
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